IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

UNI SOURCE WORLDW DE, INC.,  : ClVIL ACTI ON
Pl aintiff :
V.

DONALD J. HELLER et al.,
Def endant s : NO. 99- 266

MEMORANDUM
Padova, J. June , 1999
Plaintiff has filed a Mdtion to Dism ss the counterclains of
the four individual Defendants in this suit pursuant to Federal
Rule of Cvil Procedure 12(b)(6). For reasons that appear bel ow,

the Motion will be granted in part and denied in part.

. I NTRODUCTI ON

Plaintiff and Defendants are in the business of paper sales
brokerage. Plaintiff filed its Conplaint in this suit against
Strategic Paper Goup LLC (“Strategic”) and four fornmer senior
officers of Plaintiff's Websource division, Donald J. Heller,
Robert T. O Hara, Alan Gal nick, and John G Daly, Jr. The
Conpl ai nt all eged that the four individual Defendants planned and
created Strategic to conpete with Plaintiff while they were still
working for Plaintiff. It also alleged that the four individua
Def endant s i nduced approxi mately one-third of the Wbsource

enpl oyees to join themat Strategic.®

The Counts of the Conplaint are Breach of Duty of Loyalty
(Count 1), Breach of Fiduciary Duty (Count 111), Mass Exodus



The i ndividual Defendants (hereinafter “Defendants”) have
counterclained for Defamation of Defendants' Good Reputation as
Busi nesspersons (Count 1), Comrercial D sparagenent (Count I1),
Lanham Act - Unfair Conpetition in Violation of 8§ 43(a)(Count
I11), and Violation of New York General Business Law 8§ 349 (Count
V). Strategic also counterclainmed, but it subsequently
di sm ssed its counterclaimvoluntarily.

Plaintiff noves to dism ss the individual Defendants'
counterclains, all of which are based on the sane all egedly
defamatory statenents. Defendants allege that Plaintiff's fal se
and m sl eading statenents were contained in (1) a nmenorandum
(“Menmoranduni) fromPlaintiff's chairman and CEQ Ray Mundt, to
all of Plaintiff's enployees dated January 20, 1999, and (2) a
press rel ease, the contents of which were published on the
Internet and in various hard copy publications including The

Phi | adel phia Inquirer (“lnquirer”). Defendants also allege that

Plaintiff nade false and nalicious statenents about Strategic to
suppliers. Defendants have attached to their counterclains
copies of the Menorandum a clipping fromthe lnquirer dated
January 28, 1999, and a release from Reuters that appeared on the

Internet. Because Plaintiff has disputed that the publications

Liability (Count 1V) and Cvil Conspiracy (Count VII) against al
four individual Defendants; Breach of Duties of Conpetent Service
and Loyalty against Heller (Count 11); and M sappropriation of
Trade Secrets and Confidential Information (Count V) and

| nevi tabl e Disclosure (Count VI) against all Defendants.
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can properly be the subject of Defendants' counterclains, the
Court will quote extensively fromthem here.

The Menorandum from Ray Mundt to “All Uni source Enpl oyees”
states in pertinent part:

Last week, we advised you that several of our senior
managers at Websource had resigned. |'mwiting today
to update you on that situation and to advise you of
actions we have taken to protect the interests of
Websource and Uni source on behalf of our enployees and
shar ehol ders.

During the past several weeks, we have uncovered
information that has led us to believe that the forner
Websour ce nmanagers may have acted inproperly with
respect to their duties and obligations to the conpany.

Al |l enpl oyees have a fiduciary duty and a | egal
obligation to devote their full tine, energy and

| oyalties to running the business. This nmeans that
whi | e enpl oyed they cannot solicit custoners or
suppliers, or use confidential information on behalf of
athird party, or otherw se take steps to conpete with
t he conpany.

We respect the right of any enployee to | eave the
conpany in furtherance of their own careers. However,
when enpl oyees take steps, while enployed by Unisource,
to appropriate the conpany's business for thensel ves,
the conpany is required to take all actions necessary
to protect its interests. To that end, we have filed a
lawsuit . . . against former enployees who we believe
have acted in direct violation of their legal duties to
the conmpany. Those naned in the |awsuit are Donald
Hel l er, Robert O Hara, Alan Gal nick, and John Daly.

The suit al so nanmed Strategi c Paper G oup, a conpany

i ncorporated in New York on Decenber 7, 1998.

Strategi c Paper Goup was forned to broker paper to the
magazi ne, catalog, direct mail, docunentation and book

i ndustries on a nationw de basis, which would put them
in direct conpetition with Websource.

We regret the need to take | egal action; however, our
responsibility to all of our enployees and to our
sharehol ders left us no other alternative.

(Defs.' Countercls. Ex. A)



The article which appeared in the Inquirer on Thursday,

January 28, 1999, states:

Uni source sues four ex-enployees over new firm

Uni source Worl dwi de, the Berwyn paper and supplies
distributor, said it has filed a |lawsuit agai nst four
former enpl oyees of its Wbsource division in New YorKk.
The suit alleges that the four, all of whomrecently
resigned, tried to lure Unisource enpl oyees, custoners
and suppliers to a new conpany, Strategic Paper G oup
L.L.C, Wite Plains, N Y. The suit also said the
enpl oyees used Uni source's trade secrets and
confidential information in establishing the new
conpany, which markets paper to the publishing and

direct-mail industries. Unisource said estimated | ost
busi ness at Websource coul d reduce profits by $5
mllion to $8 million this year. The former Wbsource
enpl oyees' |awer, Mark S. Melodia . . . said: “The

claimis neritless, and we are vi gorously defending”
t hose accused.

Ex. B.)
The Reuters rel ease stated:

Uni source Sees FY99 incone cut by $5-8 min

BERWYN, Pa., Jan 26 (Reuters) - Unisource Wrl dw de
Inc. . . . said Tuesday it is suing four forner

enpl oyees of its Whbsource division and expects 1999
results to be reduced by $5 million to $8 nmillion from
| ost business at Websource.

The marketer and distributor of printing and i magi ng
papers and supply systens said it is suing the forner
Websource enpl oyees, all of whomrecently resigned,
accusing themwth “enticing and attenpting to entice
Uni source enpl oyees, custoners and suppliers to | eave
Uni source, while they were still enployed by the

conpany.”

Addi tionally, Unisource chairman and chi ef executive
of ficer, Ray Mundt, said paper prices remain
significantly bel ow year-ago | evels, and “our viewis
that the declines may well continue through our second
quarter.”

“As a result, our earnings performance could be $0.03
to $0. 04 bel ow current consensus estimates,” for the
second quarter. Wbsource could have an additiona



$0. 02 negative inpact in the second quarter and,
potentially, $0.04 to $0.06 for the year,” Mindt added.

“Whil e the conpany is taking aggressive steps to
protect this inportant business, Unisource nmanagenent
estimates that | ost business at Websource coul d reduce
operating incone by $5 to $8 nmillion for the fisca
year,” the conpany said in a statenent.

Wil e the nanes of the enpl oyees were not reveal ed,
Uni source said three of themare principals at a new
conpany that has been established as a direct
conpetitor.

Uni source al so charged the fornmer enployees with

“m susing and m sappropriating Unisource's trade
secrets and confidential information; failing to use
their full energies and efforts to pronote Unisource's

busi ness, and working to establish a new y-forned
conpany as a conpetitor to Unisource.”

(Ld.)

1. LEGAL STANDARD
A claimmy be dismssed under Fed. R Cv. P. 12(b)(6) only
if the plaintiff can prove no set of facts in support of the

claimthat would entitle himto relief. ALA, Inc. v. CCAIR

Inc., 29 F.3d 855, 859 (3d Gr. 1994). The review ng court nust
consider only those facts alleged in the conplaint and accept al

of the allegations as true. |d.; see also Rocks v. Phil adel phia,

868 F.2d 644, 645 (3d Cir. 1989) (holding that in deciding a
notion to dismss for failure to state a claim the court nust
"accept as true all allegations in the conplaint and al
reasonabl e i nferences that can be drawn therefrom and view them
in the light nost favorable to the nonnoving party"). However,

the Court need not accept “bald assertions or |egal conclusions.”



Morse v. Lower Merion School District, 132 F.3d 902, 906 (3d Cr.

1997) .

[11. DI SCUSSI ON

A. Defamation

A statenent is defamatory “if it tends to so harmthe
reputation of another as to lower himin the estinmation of the
community or to deter third persons from associ ating or dealing

with him” Redco Corp. v. CBS, 758 F.2d 970, 971 (3d Cr. 1985)

(quoting Corabi v. Curtis Publ. Co., 273 A 2d 899, 904 (Pa.

1971)). It is the Court's function to decide if a conmunication
is capable of a defamatory neaning. 1d. Plaintiff contends that
none of its statenents is capable of defamatory neaning. As this

Court stated in Centennial School District v. |ndependence Bl ue

Cross, 885 F. Supp. 683 (E.D. Pa. 1994), {”"[u]nder Pennsylvania
l aw, 'counts alleging defamati on should not be di sm ssed unless .
it is clear that the communication is incapable of

defamatory neaning.'” 1d. at 686 (quoting Petula v. Mellody, 588

A.2d 103, 108 (Pa. Commw. Ct. 1991).

Plaintiff noves to dism ss the claimof defamation on the
grounds that all of the statenents to whi ch Defendants have
objected are opinions, fair reports of this lawsuit, or true. As
to Plaintiff's claimthat its statenents are true, that is not
relevant to a Motion to Dismss. For purposes of this Mtion,

the Court is obliged to accept Defendants' version of the facts
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on which it bases its counterclainms, just as it would be obliged
to accept Plaintiff's version of the facts on which it bases its
clainms if Defendants had filed a Mdtion to Di sm ss.

Insofar as Plaintiff's statenents are fair reports of the
lawsuit it filed, they are not actionable because they are
protected by a qualified privilege:

[AJttorneys and parties to a judicial proceeding enjoy
an absolute privilege against defanmation suits for any
statenments made during the course of those proceedi ngs.
Binder v. Triangle Publications, Inc., 442 Pa. 319,
323, 275 A 2d 53, 56 (1971). Wen a party makes these
same statenents outside of the courtroomby issuing a
press rel ease or holding a news conference, it may not
claimthis privilege.

However, individuals may invoke a qualified, or
conditional, privilege when they make out-of-court
statenents if those statenents are a fair and accurate
report of statements nade or pleadings filed in a
judicial proceeding, provided that the . . .

i ndi vidual [] does not abuse the privilege or make his
report wwth the sole purpose of causing harmto the
person def aned.

Doe v. Kohn Nast & Gaf, P.C., 866 F. Supp. 190, 194 (E. D. Pa.

1994).

Opi nion statenments are sonetines actionabl e and soneti nes
not. Plaintiff states, in a footnote, that “[w] hile an opinion
may be actionable if it is stated in such a way that it inplies
that it is based on undisclosed facts, the opinions set forth in
Uni source's January 20, 1999 neno are not stated in such a
manner.” (Pl.'s Memin Supp. at 7 n.1. (citations omtted).)

See Levin v. MPhee, 119 F.3d 189, 196 (3d Cir. 1997) (“Though

some statenents may be characterized as hypothesis or conjecture,

they may yet be actionable if they inply that the speaker's



opinion is based on the speaker's know edge of facts that are not

disclosed to the reader.”); see also Redco, 758 F.2d at 972.

Plaintiff's Menorandum contains the follow ng two
statenents: (1) “[We have uncovered information that has | ed us
to believe that the fornmer Websource nmanagers may have acted
inproperly with respect to their duties and obligations to the
conpany;” and (2) “[We have filed a lawsuit . . . against fornmer
enpl oyees who we believe have acted in direct violation of their
| egal duties to the conpany.” The Court cannot say that these
two statenents appearing in the sanme publication may not forma
basis for an action for defamation under Levin. The reader may
understand Plaintiff's belief that Defendants have acted
unl awful 'y, which is contained in the second statenent quoted
above, to be based on the undisclosed facts to which Plaintiff
refers in the first statenment quoted above. Defendants’

counterclaimfor defamation will therefore go forward.

B. D sparagenent

Plaintiff argues that a claimfor disparagenent can be nmade
only if the quality of a claimnt's goods has been inpugned, that
if it is only the claimnt hinself who has been inpugned, the
action will lie in defamation. (Pl.'s Mem at 10 (citing U.S.

Healthcare, Inc. v. Blue Cross of G eater Phil adel phia, 898 F.2d

914, 927 (3d Cr. 1990).) Defendants correctly point out that

di sparagenent nmay al so enconpass the quality of a claimant's
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services as well as his that of his goods. See KBT Corp., lInc.

V. Ceridian Corp. et al., 966 F. Supp. 369, 373-74 (E.D. Pa.

1997). Defendants argue that, “[i]n this case, not only were the
| ndi vi dual Defendants personally defamed but, given the context
and substance of the defamation, the marketability of their
services was reduced, giving rise to valid disparagenent clains.”
(Defs.' Resp. at 12.) Defendants cite no authority and fail to
expl ai n how the “context and substance of the defamation” gives
rise to a disparagenent claim The Court need not accept

Def endants' “bald assertion[] or legal conclusion[]” that they
have stated a valid disparagenent claim The Court does not find
di sparagenent of the quality of Defendants' services in
Plaintiff's publications; rather, it appears that Defendants are
trying to piggy-back a claimfor disparagenent on what is, in
reality, a claimfor defamation. Defendants' claimfor

di sparagenent will therefore be di sm ssed.

C. Lanham Act § 43(a)
Section 43(a) of the Lanham Act, 15 U . S.C A 8§ 1125(a)
provi des:

(1) Any person who, on or in connection with any goods
or services, or any container for goods, uses in
comrerce any word, term nane, synbol, or device, or
any conbi nation thereof, or any fal se designation of
origin, false or msleading description of fact, or
fal se or m sl eading representation of fact, which --

(A) is likely to cause confusion or to cause

m stake, or to deceive as to the affiliation,
connection, or association of such person with
anot her person, or as to the origin, sponsorshinp,
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or approval of his or her goods, services, or
commercial activities by another person, or

(B) in commercial advertising or pronotion,

m srepresents the nature, characteristics,
gqualities or geographic origin of his or her or
anot her person's goods, services, or commerci al
activities,

shall be liable in a civil action by any person who
believes that he or she is or is likely to be damaged
by such act.
15 U.S.C. A 8§ 1125 (a) (West 1998).
Plaintiff argues that consumer confusion is the touchstone

of a clai munder section 43(a) of the Lanham Act, Fisons

Horticulture, Inc. v. Vigoro Industries, Inc., 30 F.3d 466, 472-

73 (3d Gr. 1994), and that there is no allegation of consuner
confusion here. (Pl.'"s Mem at 13.) Defendants counter that,
whi | e consuner confusion nay be central to clainms under section
43(a) (1) (A), their claimis under section 43(a)(1)(B), in which
m srepresentation is key. Defendants, as well as Plaintiff, cite
Fi sons, but for a different proposition. Defendants cite it for
the statenent that, under section 43(a)(1)(B), a clainmant need
not show that the chall enged “advertising” was misleading if he
can show that it was literally false. Fisons, 30 F.3d at 472 n. 8
(“I'n an action brought under . . . section 43(a) of the Lanham
Act for false advertising, 15 U.S.C. 8§ 1125(a)(1)(B), plaintiff
need not prove the chall enged advertising msled the public if he
can show it was literally false.”)

Plaintiff's second argunent is that the individua

Def endants do not have standing to bring a clai munder the Lanham
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Act because, at nost, Plaintiff nmade statenents relating to
Strategic's services and not those of the individual Defendants.
Def endants state in their Amended Counterclains that “upon

i nformation and belief, Unisource agents have al so fal sely and
mal i ciously stated to suppliers that Strategic has only been able
to secure certain contracts through the use of stolen trade
secrets.” (Am Countercls. T 10.) In support of its argunent

t hat Defendants |ack standing, Plaintiff cites two cases stating

t hat consumers cannot assert such clains, Serbin v. Ziebart |Int'

Corp., 11 F.3d 1161 (3d Cr. 1993) and Berni v. Int'l Gournet

Restaurants of America, Inc., 838 F.2d 642 (2d Gr. 1988).°

However, Defendants are not asserting their counterclains as

consuners. They are the principals in Strategic, individuals

t hrough whom Strategi c conducts its business, and they clai mthat

their own reputations are on the line, as well as Strategic's.
While the United Court of Appeals for the Third Crcuit

(“Third Circuit”) in Serbin rejected standing for the consuner

plaintiffs, it noted that, in Thorn v. Reliance Van Co., lInc.,

736 F.2d 929 (3d Gr. 1984), it had held that an investor of a

conpany that went bankrupt allegedly because of financi al

’I'n another case Plaintiff cites, Cercere v. R J. Reynolds
Tobacco Co., No. 98 Civ.2011(RPP), 1998 W. 665334 (S.D.N. Y. Sept.
28, 1998), the plaintiffs were owners of a building which the
def endant tobacco conpany had featured in its advertising with a
superi nposed figure of “Joe Canel” on it. The plaintiffs' |ack
of standing was due to their failure to allege a sufficient
i kelihood of comercial injury. That is not the case here,
where the Defendants claimlosses as businesspersons in the sane
mar ket as Plaintiff.
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difficulties caused unlawfully by a conpetitor had standing to
sue the conpetitor under the Lanham Act. The Thorn court had
reasoned that the investor had a “reasonable interest” to be
protected under the Act against false advertising. Serbin, 11
F.3d at 1174 (citing Thorn, 736 F.2d at 933). Mre recently, in
Conte Bros. Autonotive, Inc. v. Quaker State-Slick 50, Inc., 165

F.3d 221 (3d Cr. 1998), the Third Crcuit fleshed out what it
meant by a “reasonable interest” in this context. ld. at 233-35.
Adopting the test for antitrust standing under the C ayton Act

set forth by the Suprene Court in Associated Gen. Contractors of

California, Inc. v. California State Council of Carpenters, 459

US 519, 103 S. C. 897 (1983), the Third Crcuit considered the
following factors in determ ning whether the plaintiffs had a
“reasonabl e interest” that conferred on them standing to sue
under the Lanham Act: (1) the nature of the plaintiff's all eged
injury; (2) the directness or indirectness of the asserted
injury; (3) the proximty or renoteness of the plaintiffs to the
al l eged injurious conduct; (4) the specul ativeness of the danages
claim and (5) the risk of duplicative damages or conplexity in

apportioni ng damages. Conte Bros. at 233 (citing Assoc. Cen'

Contractors, 459 U S. at 538-44, 103 S. C. at 909-912. In Conte

Bros., the plaintiffs clains did not pass nuster. In this case,
the alleged injury to the individual Defendants, whose
reputations are allegedly at stake, is alnobst the sane as the
alleged injury to Strategic with respect to the five factors

enunerated in Conte Bros. The i ndi vi dual Defendants' “reasonable

12



interest” is as |east as great as, if not greater than, the
interest of the investor in Thorn. The Court concludes that the
i ndi vi dual Defendants do have standing to sue under the Lanham
Act .

Plaintiff's third argunent agai nst Defendants' counterclaim
under the Lanham Act is that none of the statenents attributed to
it were made, “in conmmercial advertising or promotion.” (Pl."s
Mem at 14.) As this Court has stated el sewhere,
“Notwi t hstanding that 8 1125(a) applies to a broad range of
m srepresentations, 'it does not have boundl ess application .
but is limted to false advertising as that termis generally

understood.'” @uardian Life Ins. Co. of Anerica v. Anerican

Guardi an Life Assurance Co., No. 95-3997, 1995 W. 723186 at *3,

E.D. Pa. Nov. 14, 1995 (quoting Gordon & Breach Science

Publi shers v. AP, 859 F. Supp. 1521, 1532 (S.D.N. Y. 1994)). See

also Ditri v. Coldwell Banker, 954 F.2d 869, 872 (3d G r. 1992)

(noting that the Lanham Act creates a renedy only for false
descriptions or m srepresentations of products in advertising).
This Court has adopted the foll ow ng definition of comerci al
advertising and pronotion under 8§ 1125(a): (1) commercial speech;
(2) by a defendant who is in commercial conpetition with
plaintiff; (3) for the purpose of influencing consuners to buy
def endant's goods or services; (5) that is dissem nated
sufficiently to the rel evant purchasing public to constitute
“advertising” or “pronotion” within that industry. QGuardi an

Life, 1995 W. 723186 at *3.
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The publications Defendants attach to their counterclains do
not, in thenselves, appear to be comrercial speech nmade to the
rel evant purchasing public for the purpose of influencing
consuners to buy Unisource's services, rather than those of
Strategic. Unisource's Menorandum was addressed to its
enpl oyees, and there is no indication that its purpose was to
i nfl uence the enpl oyees to becone or renmain custoners of
Uni source; if anything, its purpose was to influence themto
remai n enpl oyees of Unisource. The Reuters publication reported
on the law suit and focused on expl aining an expected drop in the
conpany's market value, and the Inquirer article was a report of
the law suit, including specific allegations. Neither nmade any
remar ks about the quality of goods, services, or comercia
activities of Defendants. The commercial activity in which
Def endants are engaged is paper sales brokerage, and nothing in
t he publications attached to the Arended Counterclains reflects
on Defendants' activities in that respect.

Def endants all ege that “Uni source agents have continued to
spread in witing and in conversation the fal se and defamatory
statenents contained in the Press Rel ease and Menorandum ”
although it is nowclear to whom (ld. 1 9.) In addition to
those publications, Plaintiff allegedly nade comments to
suppliers that “Uni source agents have . . . falsely and
mal i ciously stated to suppliers that Strategic has only been able
to secure certain contracts through the use of stolen trade

secrets.” (Defs.' Countercls. 7 10.) On the basis of that

14



statenent, the Court therefore cannot rule out that sone of
Plaintiff's publications and conments were commerci al speech nade
to the rel evant purchasing public, nor can it confidently say
that they were not “advertising” or “pronotion” of Plaintiff's
services over those of Defendants. Defendants' counterclains

under the Lanham Act will therefore go forward. ?

D. New York Ceneral Business Law § 349

Under its |ast counterclaim Defendants allege only that
“Plaintiff's m sl eading and deceptive conpetitive practices, as
descri bed above, constitute a violation of New York General
Busi ness Law 8 349.” (Defs.' Countercls. T 31.) The Conpl ai nt
alleges that Strategic was fornmed as a New York Limted Liability
Corporation (Conpl. ¥ 28.), and Defendants refer to New York | aw
in their Affirmative Defenses (Defs.' Ans. “Twenty-Fifth Affirm
Defense”) as well as in this counterclaim however, neither side
has provided a basis for this Court, sitting in diversity in
Pennsyl vania, to apply New York law to this case. Defendants'
count ercl ai munder New York's General Business Law § 349 w ||

t herefore be di sm ssed.

Plaintiff states that, even if Defendants assert a Lanham
Act claim they cannot denonstrate that any of Plaintiff's
statenents are false. Wile that may be relevant to a |ater
stage of the litigation, it is not relevant to Plaintiff's Motion
to Dism ss.
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| V. CONCLUSI ON
For reasons that appear in the foregoing, Defendants' Counts
Nos. Il and IV will be dismssed and Counts Nos. | and Il wll

go forward. An appropriate Order foll ows.
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

UNI SOURCE WORLDW DE, INC.,  : ClVIL ACTI ON
Pl aintiff :
V.

DONALD J. HELLER et al.,
Def endant s : NO. 99- 266

ORDER
AND NOW this day of June, 1999, upon

consideration of Plaintiff's Mdtion to Dismss the Anended
Counterclains (Doc. No. 25) of the individual Defendants pursuant
to Federal Rule of Cvil Procedure 12(b)(6) for failure to state
a claim Defendants' Response (Doc. No. 28), and the subm ssions
thereto, it is HEREBY ORDERED that Plaintiff's Mtion is GRANTED
| N PART AND DENI ED I N PART and Defendants' Counts Nos. Il and IV
are dismssed fromthe case.

BY THE COURT:

JOHN R PADOVA, J.



